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PART 1 

SHORT TITLE AND GENERAL MATTERS 

§ 8-101. Short Title, 

This Article may be cited as Uniform Commercial Code— Investment Securi- 
ties. 

§ 8— 1 02 • Definitions. 

(a) In this Article: 

(1) "Adverse claim" means a claim that a claimant has a property interest in 
a financial asset and that it is a violation of the rights of the claimant for 
another person to hold, transfer, or deal with the financial asset. 

(2) "Bearer form/' as applied to a certificated security, means a form in 
which the security is payable to the bearer of the security certificate 
according to its terms but not by reason of an indorsement. 
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(3) "Broker" means a person defined as a broker or dealer under the federal 
securities laws, but without excluding a bank acting in that capacity. 

(4) ''Certificated security" means a security that is represented by a certifi- 
cate. 

(5) "Clearing corporation" means: 

v, , , (i) a person that is registered as a "clearing agency" under the 
federal securities laws; 
(ii) a federal reserve bank; or 

(hi) any other person that provides clearance or settlement services 
with respect to financial assets that would require it to register 
as a clearing agency under the federal securities laws but for an 
exclusion or exemption from the registration requirement, if its 
activities as a clearing corporation, including promulgation of 
rules, are subject to regulation by a federal or state governmental 
authority. 

(6) "Communicate" means to: 

(i) send a signed writing; or 

(ii) transmit information by any mechanism agreed upon by the 
persons transmitting and receiving the information. 

(7) "Entitlement holder" means a person identified in the records of a 
securities intermediary as the person having a security entitlement 
against the securities intermediary, If a person acquires a security 

" ""entitlement by virtue of Section 8-501(b)(2) or (3), that person is the 
entitlement holder. 

(8) "Entitlement order" means a notification communicated to a securities 
intermediary directing transfer or redemption of a financial asset to which 

■■'"'■'.■'■'■ the entitlement holder has a security entitlement. 

(9) "Financial asset," except as ptherwise provided in Section 8-103, means: 

^ v: ^ v (i) a security; ' ' 

(ii) an obligation of a person or a share, participation, or other 
interest in a person or in property or an enterprise of a person, 
, : ; which is, or is of a type, dealt in or traded on financial markets, 

or which is recognized in any area in which it is issued or dealt in 
as a medium for investment; or 
v (iii) any property that is heldby a securities intermediary for another 
' person in a securities account if the securities intermediary has 

expressly agreed with the other person that the property is. to be 
< '■:■■'■" "treated as a financial asset under this Article. 
. : ■■ ; vr ; :■ ; As context requires, the term means either the interest itself or the 
;. . r : means by which a person's claim to it is evidenced, including a 
^ certificated or uncertificated security, a security certificate, or a 

r, ■v.m -.;■■■. security entitlement. 

J;(10) "Good faith," for purposes of the obligation of good faith in the perfor- 
mance or enforcement of contracts or duties within this Article, means 
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honesty in fact and the observance of reasonable commercial standards of 
fair dealing. 

(11) "Indorsement" means a signature that alone or accompanied by other 
words is made on a security certificate in registered form or on a separate 
document for the purpose of assigning, transferring, or redeeming the 
security or granting a power to assign, transfer, or redeem it. 

(12) "Instruction" means a notification communicated to the issuer of an 
uncertificated security which directs that the transfer of the security be 
registered or that the security be redeemed. 

(13) "Registered form," as applied to a certificated security, means a form in 
which: 

(i) the security certificate specifies a person entitled to the security; 
and 

(ii) a transfer of the security may be registered upon books main- 
tained for that purpose by or on behalf of the issuer, or the 
security certificate so states. 

(14) "Securities intermediary" means: 

(i) a clearing corporation; or 
(ii) a person, including a bank or broker, that in the ordinary course 

of its business maintains securities accounts for others and is 

acting in that capacity. 

(15) "Security," except as otherwise provided in Section 8-103, means an 
obligation of an issuer or a share, participation, or other interest in an 
issuer or in property or an enterprise of an issuer: 

(i) which is represented by a security certificate in bearer or regis- 
tered form, or the transfer of which may be registered upon 
books maintained for that purpose by or on behalf of the issuer; 
(ii) which is one of a class or series or by its terms is divisible into a 
class or series of shares, participations, interests, or obligations; 
and 

(iii) which: 

(A) is, or is of a type, dealt in or traded on securities exchanges 
or securities markets; or 

(B) is a medium for investment and by its terms expressly 
provides that it is a security governed by this Article. 

(16) "Security certificate". means a certificate representing a security. 

(17) "Security entitlement" means the rights and property interest of an 
entitlement holder with respect to a financial asset specified in Part 5. 

(18) "Uncertificated security" means a security that is not represented by a 
certificate. 

(b) Other definitions applying to this Article and the sections in which they 
appear are: 
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Appropriate person Section 8-107 

Control Section 8-106 

Delivery Section 8-301 
Investment company security Section 8-103 

Issuer Section 8-201 

Overissue Section 8-210 

Protected purchaser Section 8-303 

Securities account Section 8-501 

(c) In addition, Article 1 contains general definitions and principles of con- 
struction and interpretation applicable throughout this Article. 

(d) The characterization of a person, business, or transaction for purposes of 
this Article does not determine the characterization of the person, business, or 
transaction for purposes of any other law, regulation, or rule. 

Official Comment 



1. 'Adverse claim." The definition of 
the term "adverse claim" has two compo- 
nents. First, the term refers only to proper- 
ty interests. Second, the term means not 
merely that a person has a property interest 
in a financial asset but that it is a violation 
of the claimant's property interest for the 
other person to hold or transfer the security 
or other financial asset. 

The term adverse claim is not, of course, 
limited to ownership rights, but extends to 
other property interests established by other 
law. A security interest, for example, would 
be an adverse claim with respect to a trans- 
feree from the debtor since any effort by the 
secured party to enforce the security interest 
against the property would be an interfer- 
ence with the transferee's interest. 

The definition of adverse claim in the pri- 
or version of Article 8 might have been read 
to suggest that any wrongful action concern- 
ing a security, even a simple breach of con- 
tract, gave rise to an adverse claim. Insofar 
as such cases as Fallon v. Wall Street Clear- 
ing Corp., 586N.Y.S.2d 953, 182 A.D.2d 245, 
(1992) and Pentech Intl. v. Wall St. Clearing 
Co., 983 F.2d 441 (2d Cir.1993), were based 
on that view, they are rejected by the new 
definition which explicitly limits the term- 
adverse claim to property interests. Sup- 
pose, for example, that A contracts to sell or 
deliver securities to B, but fails to do so and 
instead sells or pledges the securities to C. 
B, the promisee, has an action against A for 
breach of contract, but absent unusual cir- 
cumstances the action for breach would not 



give rise to a property interest in the securi- 
ties. Accordingly, B does not have an ad- 
verse claim. An adverse claim might, how- 
ever, be based upon principles of equitable 
remedies that give rise to property claims. 
It would, for example, cover a right estab- 
lished by other law to rescind a transaction 
in which securities were transferred. Sup- 
pose, for example, that A holds securities 
and is induced by B's fraud to transfer them 
to B. Under the law of contract or restitu- 
tion, A may have a right to rescind the 
transfer, which gives A a property claim tq 
the securities. If so, A has an adverse claim 
to the securities in B's hands. By contrast, 
if B had committed no fraud, but had merely 
committed a breach of contract in connec- 
tion with the transfer from A to B, A may- 
have only a right to damages for breach, not 
a right to rescind. In that case, A would not 
have an adverse claim to the securities in B's 
hands. 

2. "Bearer form." The definition of 
"bearer form" has remained substantially 
unchanged since the early drafts of the origi- 
nal version of Article 8. The requirement 
that the certificate be payable to bearer by 
its terms rather than by an indorsement has 
the effect of/preventing instruments gov- 
erned by other law, such as chattel paper or 
Article 3 negotiable instruments, from being 
inadvertently swept into the Article 8 defini- 
tion of security merely by virtue of blank 
indorsements. Although the other elements 
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of the definition of security in Section 8- 
102(a)(14) probably suffice for that purpose 
in any event, the language used in the prior 
version of Article 8 has been retained. 

3. "Broker." Broker is defined by refer- 
ence to the definitions of broker and dealer 
in the federal securities laws. The only dif- 
ference is that banks, which are excluded 
from the federal securities law definition, are 
included in the Article 8 definition when 
they perforin functions that would bring 
them within the federal securities law defini- 
tion if it did not have the clause excluding 
banks. The definition covers both those 
who act as agents ("brokers" in securities 
parlance) and those who act as principals 
("dealers" in securities parlance). Since the 
definition refers to persons "defined" as bro- 
kers or dealers under the federal securities 
law, rather than to persons required to "reg- 
ister" as brokers or dealers under the feder- 
al securities law, it covers not only regis- 
tered brokers and dealers but also those 
exempt from the registration requirement, 
such as purely intrastate brokers. The only 
substantive rules that turn on the defined 
term broker are one provision of the section 
on warranties, Section 8-108(i), and the spe- 
cial perfection rule in Article 9 for security 
interests granted by brokers or securities 
intermediaries, Section 9-309(10). 

4. "Certificated security." The term 
"certificated security" means a security that 
is represented by a security certificate. 

5. "Clearing corporation." The defini- 
tion of clearing corporation limits its applica- 
tion to entities that are subject to a rigorous 
regulatory framework. Accordingly, the def- 
inition includes only federal reserve banks, 
persons who are registered as "clearing 
agencies" under the federal securities laws 
(which impose a comprehensive system of 
regulation of the activities and rules of clear- 
ing agencies), and other entities subject to a 
comparable system of regulatory oversight. 

6. "Communicate." The term "commu- 
nicate" assures that the Article 8 rules will 
be sufficiently flexible to adapt to changes in 
information technology. Sending a signed 
writing always suffices as a communication, 
but the parties can agree that a different 
means of transmitting information is to be 



used. Agreement is defined in Section 1- 
201(3) as "the bargain of the parties in fact 
as found in their language or by implication 
from other circumstances including course of 
dealing or usage of trade or course of perfor- 
mance." Thus, use of an information trans- 
mission method might be found to be autho- 
rized by agreement, even though the parties 
have not explicitly so specified in a formal 
agreement. The term communicate is used 
in Sections 8-102(a)(7) (definition of entitle- 
ment order), 8-102(a)(ll) (definition of in- 
struction), and 8-403 (demand that issuer 
not register transfer). 

7. "Entitlement holder." This term des- 
ignates those who hold financial assets 
through intermediaries in the indirect hold- 
ing system. Because many of the rules of 
Part 5 impose duties on securities intermedi- 
aries in favor of entitlement holders, the 
definition of entitlement holder is, in most 
cases, limited to the person specifically des- 
ignated as such on the records of the inter- 
mediary. The last sentence of the definition 
covers the relatively unusual cases where a 
person may acquire a security entitlement 
under Section 8-501 even though the person 
may not be specifically designated as an enti- 
tlement holder on the records of the securi- 
ties intermediary. 

A person may have an interest in a secu- 
rity entitlement, and may even have the 
right to give entitlement orders to the se- 
curities intermediary with respect to it, 
even though the person is not the entitle- 
ment holder. For example, a person who 
holds securities through a securities ac- 
count in its own name may have given dis- 
cretionary trading authority to another 
person, such as an investment adviser. 
Similarly, the control provisions in Section 
8-106 and the related provisions in Article 
9 are designed to facilitate transactions in 
which a person who holds securities 
through a securities account uses them as 
collateral in an arrangement where the se- 
curities intermediary has agreed that if the 
secured party so directs the intermediary 
will dispose of the positions. In such ar- 
rangements, the debtor remains the entitle- 
ment holder but has agreed that the se- 
cured party can initiate entitlement orders. 
Moreover, an entitlement holder may be 
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acting for another person, as a nominee, 
agent, trustee, or in another capacity. Un- 
less the entitlement holder is itself acting 
as a securities intermediary for the other 
person, in which case the other person 
would be an entitlement holder with re- 
spect to the securities entitlement, the re- 
lationship between an entitlement holder 
and another person for whose benefit the 
entitlement holder holds a securities enti- 
tlement is governed by other law. 

8. "Entitlement order." This term is de- 
fined as a notification communicated to a 
securities intermediary directing transfer or 
redemption of the financial asset to which an 
entitlement holder has a security entitle- 
ment. The term is used in the rules for the 
indirect holding system in a fashion analo- 
gous to the use of the terms "indorsement" 
and "instruction" in the rules for the direct 
holding system. If a person directly holds a 
certificated security in registered form and 
wishes to transfer it, the means of transfer 
is an indorsement. If a person directly holds 
an uncertificated security and wishes to 
transfer it, the means of transfer is an in- 
struction. If a person holds a security enti- 
tlement, the means of disposition is an enti- 
tlement order. An entitlement order includes 
a direction under Section 8-508 to the secu- 
rities intermediary to transfer a financial 
asset to the account of the entitlement hold- 
er at another financial intermediary or to 
cause the financial asset to be transferred to 
the entitlement holder in the direct holding 
system (e.g., the delivery of a securities cer- 
tificate registered in the name of the former 
entitlement holder). As noted in Comment 
7, an entitlement order need not be initiated 
by the entitlement holder in order to be 
effective, so long as the entitlement holder 
has authorized the other party to initiate 
entitlement orders. See Section. 8-107(b). 

9. "Financial asset." The definition of 
"financial asset," in conjunction with the 
definition of "securities account" in Section 
8-501, sets the scope of the indirect holding 
system rules of Part 5 of Revised Article 8. 
The Part 5 rules apply not only to securities 
held through intermediaries, but also to oth- 
er financial assets held through intermediar- 
ies. The term financial asset is defined to 
include not only securities but also a broader 



category of obligations, shares, partic- 
ipations, and interests. 

Having separate definitions of security , 
and financial asset makes it possible to sepa- 
rate the question of the proper scope of the 
traditional Article 8 rules from the question 
of the proper scope of the new indirect hold- 
ing system rules. Some forms of financial 
assets should be covered by the indirect 
holding system rules of Part 5, but not by 
the rules of Parts 2, 3, and 4. The term 
financial asset is used to cover such proper- 
ty. Because the term security entitlement is 
defined in terms of financial assets rather 
than securities, the rules concerning security 
entitlements set out in Part 5 of Article 8 
and in Revised Article 9 apply to the broader 
class of financial assets. 

The fact that something does or could fall 
within the definition of financial asset does 
not, without more, trigger Article 8 cover- 
age. The indirect holding system rules of 
Revised Article 8 apply only if the financial 
asset is in fact held in a securities account, 
so that the interest of the person who holds 
the financial asset through the securities 
account is a security entitlement. Thus,' 
questions of the scope of the indirect holding 
system rules cannot be framed as "Is such- 
and-such a 'financial asset' under Article 8?" 
Rather, one must analyze whether the rela- 
tionship between an institution and a person 
on whose behalf the institution holds an 
asset falls within the scope of the term secu-, 
rities account as defined in Section 8-501. 
That question turns in large measure on 
whether it makes sense to apply the Part 5 
rules to the relationship. 

The term financial asset is used to refer 
both to the underlying asset and the particu- 
lar means by which ownership of that asset 
is evidenced. Thus, with respect to a certifi- 
cated security, the term financial asset may, 
as context requires, refer either to the inter- 
est or obligation of the issuer or to the 
security certificate representing that interest 
or obligation. Similarly, if a person holds a 
security or other financial asset through a 
securities account, the term financial asset 
may, as context requires, refer either to the 
underlying asset or to the person's security 
entitlement. 
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10. "Good faith." Good faith is defined 
in Article 8 for purposes of the application to 
Article 8 of Section 1-203, which provides 
that "Every contract or duty within this Act 
imposes an obligation of good faith in its 
performance or enforcement." The sole 
function of the good faith definition in Re- 
vised Article 8 is to give content to the 
Section 1-203 obligation as it applies to con- 
tracts and duties that are governed by Arti- 
cle 8. The standard is one of "reasonable 
commercial standards of fair dealing." The 
reference to commercial standards makes 
clear that assessments of conduct are to be 
made in light of the commercial setting. 
The substantive rules of Article 8 have been 
drafted to take account of the commercial 
circumstances of the securities holding and 
processing system. For example, Section 8- 
115 provides that a securities intermediary 
acting on an effective entitlement order, or a 
broker or other agent acting as a conduit in 
a securities transaction, is not liable to an 
adverse claimant, unless the claimant ob- 
tained legal process or the intermediary act- 
ed in collusion with the wrongdoer. This, 
and other similar provisions, see Sections 8- 
404 and 8-503(e), do not depend on notice of 
adverse claims, because it would impair 
rather than advance the interest of investors 
in having a sound and efficient securities 
clearance and settlement system to require 
intermediaries to investigate the propriety of 
the transactions they are processing. The 
good faith obligation does not supplant the 
standards of conduct established in provi- 
sions of this kind. 

In Revised Article 8, the definition of good 
faith is not germane to the question whether 
a purchaser takes free from adverse claims. 
The rules on such questions as whether a 
purchaser who takes in suspicious circum- 
stances is disqualified from protected pur- 
chaser status are treated not as an aspect of 
good faith but directly in the rules of Section 
8-105 on notice of adverse claims. 

11. "Indorsement" is defined as a signa- 
ture made on a security certificate or sepa- 
rate document for purposes of transferring 
or redeeming the security. The definition is 
adapted from the language of Section 8- 
308(1) of the prior version and from the 
definition of indorsement in the Negotiable 



Instruments Article, see Section 3-204(a). 
The definition of indorsement does not in- 
clude the requirement that the signature be 
made by an appropriate person or be autho- 
rized. Those questions are treated in the 
separate substantive provision on whether 
the indorsement is effective, rather than in 
the definition of indorsement. See Section 
8-107. 

12. "Instruction" is defined as a notifica- 
tion communicated to the issuer of an uncer- 
tificated security directing that transfer be 
registered or that the security be redeemed. 
Instructions are the analog for uncertificated 
securities of indorsements of certificated se- 
curities. 

13. "Registered form." The definition of 
"registered form" is substantially the same 
as in the prior version of Article 8. Like the 
definition of bearer form, it serves primarily 
to distinguish Article 8 securities from in- 
struments governed by other law, such as 
Article 3. 

14. "Securities intermediary." A "secu- 
rities intermediary" is a person that in the 
ordinary course of its business maintains 
securities accounts for others and is acting 
in that capacity. The most common exam- 
ples of securities intermediaries would be 
clearing corporations holding securities for 
their participants, banks acting as securities 
custodians, and brokers holding securities on 
behalf of their customers. Clearing corpora- 
tions are listed separately as a category of 
securities intermediary in subparagraph (i) 
even though in most circumstances they 
would fall within the general definition in 
subparagraph (ii). The reason is to simplify 
the analysis of arrangements such as the 
NSCC-DTC system in which NSCC per- 
forms the comparison, clearance, and netting 
function, while DTC acts as the depository. 
Because NSCC is a registered clearing agen- 
cy under the federal securities laws, it is a 
clearing corporation and hence a securities 
intermediary under Article 8, regardless of 
whether it is at any particular time or in any 
particular aspect of its operations holding 
securities .on behalf of its participants. 

The terms securities intermediary and 
broker have different meanings. Broker 
means a person engaged in the business of 
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buying and selling securities, as agent for 
others or as principal. Securities intermedi- 
ary means a person maintaining securities 
accounts for others. A stockbroker, in the 
colloquial sense, may or may not be acting as 
a securities intermediary. 

The definition of securities intermediary 
includes the requirement that the person in 
question is "acting in the capacity" of main- 
taining securities accounts for others. This 
is to take account of the fact that a particu- 
lar entity, such as a bank, may act in many 
different capacities in securities transac- 
tions. A bank may act as a transfer agent 
for issuers, as a securities custodian for in- 
stitutional investors and private investors, 
as a dealer in government securities, as a 
lender taking securities as collateral, and as 
a provider of general payment and collection 
services that might be used in connection 
with securities transactions. A bank that 
maintains securities accounts for its custom- ' 
ers would be a securities intermediary with 
respect to those accounts; but if it takes a 
pledge of securities from a borrower to se- ■. 
cure a loan, it is not thereby acting as a 
securities intermediary with respect to the 
pledged securities, since it holds them for its 
own account rather than for a customer. In 
other circumstances, those two functions 
might be combined. For example, if the 
bank is a government securities dealer it 
may maintain securities accounts for cus- 
tomers and also provide the customers with 
margin credit to purchase or carry the secu- 
rities, in much the same way that brokers, 
provide margin loans to their customers. 

15. "Security." The definition of "secu- 
rity" has three components. First, there is 
the subparagraph (i) test that the interest or 
obligation be fully transferable, in the sense 
that the issuer either maintains transfer 
books or the obligation or interest is repre- 
sented by a certificate in bearer or registered 
form. Second, there is the subparagraph (ii) 
test that the interest or obligation be divisi- 
ble, that is, one of a class or series, as 
distinguished from individual obligations of 
the sort governed by ordinary contract law 
or by Article 3. Third, there is the subpara- 
graph (iii) functional test, which generally 
turns on whether the interest or obligation 
is, or is of a type, dealt in or traded on 



securities markets or securities exchanges. 
There is, however, an "opt-in" provision in 
subparagraph (iii) which permits the issuer 
of any interest or obligation that is "a medi- 
um of investment" to specify that it is a 
security governed by Article 8. 

The divisibility test of subparagraph (ii) 
applies to the security — that is, the underly- 
ing intangible interest — not the means by 
which that interest is evidenced. Thus, se- 
curities issued in book-entry only form meet 
the divisibility test because the underlying 
intangible interest is divisible via the mecha- 
nism of the indirect holding system. This is 
so even though the clearing corporation is 
the only eligible direct holder of the security. 

The third component, the functional test 
in subparagraph (iii), provides flexibility 
while ensuring that the Article 8 rules do 
not apply to interests or obligations in cir- 
cumstances so unconnected with the securi- 
ties markets that parties are unlikely to 
have thought of the possibility that Article 8 
might . apply. Subparagraph (iii) (A) covers 
interests or obligations that either are dealt 
in or traded on securities exchanges or secu- 
rities markets, or are of a type dealt in or 
; traded on securities exchanges or securities 
markets. The "is dealt in or traded on" 
phrase eliminates problems in the character- 
ization of new forms of securities which are 
to be traded in the markets, even though no 
similar type has previously been dealt in or 
traded in the markets. Subparagraph 
(iii)(B) covers the broader category of media 
for investment, but it applies only if the 
terms of the interest or obligation, specify 
that it is an Article 8 security. This opt-in 
provision allows for deliberate expansion of 
the scope of Article 8. 

Section 8-103 contains additional rules on 
the treatment of particular interests as secu- 
rities or financial assets. 

16. "Security certificate." The term 
"security" refers to the underlying asset, 
e.g., 1000 shares of common stock of Acme, 
Inc. The term "security certificate" refers 
to the paper certificates that have tradition- 
ally been used to embody the underlying 
intangible interest. 

17. "Security entitlement" means the 
rights and property interest of a person who 
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holds securities or other financial assets 18: "Uncertificated security." The term 

through a securities intermediary. A securi- "uncertificated security" means a security 

ty entitlement isJ)oth a package of personal that to not ^presented by a security certifi- 

nghts against the securities intermediary „«+„ ■& ■ *-j?- A j ... n 

orT/i or, £+,*,.««,+ ,•„ +1,' j. u'u xT S" cate - For uncertificated securities, there is 

and an interest in the property held by the - •, ^ 1 -,.,.. , . 

securities intermediary. A security entitle- n ° ™ ed t0 draW my dlstmctl0n between the 

ment is not, however, a specific property underl y in g asset ™* d the means by which a 

interest in any financial asset held by the direct holder's interest in that asset is evi- 

securrties ihtermediary or by the clearing fenced. Compare "certificated security" 

corporation through which the securities in- ai *d "security certificate." 

termediary holds the financial asset. See 

Sections 8-104(c) and 8-503. The formal Definitional Cross References: 

definition of security entitlement set out in iiK 

subsection (a)(16) of this section is a cross- Agreement . Section 1-201(3). 

reference to the rules of Part 5. In a sense, "Bank". Section 1-201(4). 

then; the entirety of Part 5 is the definition "Person". Section 1-201(30). 

of security entitlement. The Part 5 rules "Send". Section 1-201(38). 

specify the rights and property interest that "Signed". Section 1-201(39). 

comprise a security entitlement. "Writing". Section 1-201(46). 

As amended in 1999. 

See Appendix I contained within Revised Article 9 for material 
relating to changes made in Official Comment in 1999. 

§ 8-103. Rules for Determining Whether Certain Obligations and 
Interests are Securities or Financial Assets. 

(a) A share, or similar equity interest issued by a corporation, business trust, 
joint stock company, or similar entity is a security. 

(b) An "investment company security" is a security. "Investment company 
security" means a share or similar equity interest issued by an entity that is 
registered as an investment company under the federal investment company laws, 
an interest in a unit investment trust that is so registered, or a face-amount 
certificate issued by a face-amount certificate company that is so registered. 
Investment company security does not include an insurance policy or endowment 
policy or annuity contract issued by an insurance company. 

(c) An interest in a partnership or limited liability company is not a security 
unless it is dealt in or traded on securities exchanges or in securities markets, its 
terms expressly provide that it is a security governed by this Article, or it is an 
investment company security. However, an interest in a partnership or limited 
liability company is a financial asset if it is held in a securities account. 

(d) A writing that is a security certificate is governed by this Article and not 
by Article 3, even though it also meets the requirements of that Article. However, 
a negotiable instrument governed by Article 3 is a financial asset if it is held in a 
securities account. 

(e) An -option or similar obligation issued by a clearing corporation to its 
participants is not a security, but is a financial asset. 

(f) A commodity contract, as defined in Section 9-102(a)(15), is not a security 
or a financial asset. 

As amended in 1999. 
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, See Appendix I contained within Revised Article 9 for material 
relating to changes made in text in 1999. 

Official Comment 



1. This section contains rules that sup- 
plement the definitions of "financial asset" 
and "security" in Section 8-102. The Sec- 
tion 8-102 definitions are worded in general , 
terms, because they must be sufficiently 
comprehensive and flexible to cover the wide 
variety of investment products that now ex- 
ist or may develop. The rules in this section 
are intended to foreclose interpretive issues 
concerning the application of the general 
definitions to several specific investment 
products. No implication is made about the 
application of the Section 8-102 definitions 
to investment products not covered by this , 
section. 

2. Subsection (a) establishes an uncondi-, 
tional rule that ordinary corporate stock is a 
security. That is so whether or not the 
particular issue is dealt in or traded on secu- 
rities exchanges or in securities markets. 
Thus, shares of closely held corporations are 
Article 8 securities. 

3. Subsection (b) establishes that the Ar- 
ticle 8 term "security" includes the various 
forms of the investment vehicles offered to 
the public by investment companies regis- 
tered as such under the federal Investment 
Company Act of 1940, as amended. This, 
clarification is prompted principally by the 
fact that the typical transaction in shares of 
open-end investment companies is an issu- 
ance or redemption, rather than a transfer 
of shares from one person to another., as is 
the case with ordinary corporate stock. : For 
similar reasons, the definitions of indorse- 
ment, instruction, and entitlement order in 
Section 8-102 refer to "redemptions" as well 
as "transfers," to. ensure that the Article :8 
rules on such matters as signature guaran^ 
ties, Section 8-306, assurances, Sections 8- 
402 and 8-507, and effectiveness, Section 8^ 
107, apply to directions to redeem mutual 
fund shares. The exclusion of insurance 
products is needed because some insurance 
company separate accounts are registered 
under the Investment Company Act of 1940, 
but these are not traded under the usual 
Article 8 mechanics. ', 



4. Subsection (c) is designed to foreclose 
interpretive questions that might otherwise 
be raised by the application of the "of a 
type" language of Section 8-102(a)(15)(iii) to 
partnership interests. Subsection (c) estab- 
lishes the general rule that partnership in- 
terests or shares of limited liability compa- 
nies are not Article 8 securities unless they 
are in fact dealt in or traded on securities 
exchanges or in securities markets. The is- 
suer, however, may explicitly "opt-in" by 
specifying that the interests or shares are 
securities governed by Article 8. Partner- 
ship interests or shares of limited liability 
companies are included in the broader term 
"financial asset." Thus, if they are held 
through a securities account, the indirect 
holding system rules of Part 5 apply, and the 
interest of a person who holds them through 
such an account is a security entitlement. 

5. Subsection '(d) deals with the line be- 
tween Article 3 negotiable instruments and 
Article 8 investment securities. It continues 
the rule of the prior version of Article 8 that 
a writing that meets the Article 8 definition 
is covered by Article 8 rather than Article 3, 
even though it also meets the definition of 
negotiable instrument. However, subsection 
(d) provides that an Article 3 negotiable in- 
strument is a "financial asset" so that the 
indirect holding system rules apply if the 
instrument is held through a securities in- 
termediary. This facilitates making items 
such as money market instruments eligible 
for deposit in clearing corporations. 

6. Subsection (e) is included to clarify the 
treatment of investment products such as 
traded stock options, which are treated as 
financial assets but not securities. Thus, 
the indirect holding system rules of Part 5 
apply, but the direct holding system rules of 
Parts 2, 3, and 4 do not. 

7. Subsection (f) excludes commodity 
contracts from all of Article 8. However* 
under Article 9, commodity contracts are 
included in the definition of "investment 
property." Therefore, the Article 9 rules on 
security interests in investment property do 
apply to security interests in commodity pov 
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sitions. See Section 9-102 and Comment 6 "Commodity contract". 

thereto. "Commodity contract" is defined 102(a)(15) 
in Section 9-102(a)(15). "Financial asset". Section 8-102(a)(9). 

Definitional Cross References: "Security". Section 8-102(a)(15). 

«m M «-„ x- » a j.- „ "Security certificate". Section 

Clearing corporation". Section 8- -, nof*\n a\ 

102(a)(5). llWUXlb). 




